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NI NE | NDI VI DUALS CHARGED FOR SUBM TTI NG FALSE AUDI T
CONFI RVATI ON LETTERS TO AUDI TORS OF AHOLD SUBSI DI ARY
U.S. FOODSERVI CE

DAVI D N. KELLEY, the United States Attorney for the
Southern District of New York, and PASQUALE D AMJURO, the
Assi stant Director-in-Charge of the New York O fice of the
Federal Bureau of Investigation, announced today the filing in
Manhattan federal court of charges against nine individuals who
signed false audit confirmation letters submtted to i ndependent
auditors of U S. Foodservice, Inc. (“USF’), a wholly-owned
subsidiary of the Dutch food congl onmerate Royal Ahold, N V.
(“Ahol d”). Each of the nine defendants worked for conpanies
(collectively, the “Vendors”) that sold food and food-rel ated
products to USF. Each of the nine defendants all egedly signed
audit confirmation letters that falsely and fraudulently
overstated anounts earned by and/or owed to USF fromthe Vendors

pursuant to various “pronotional allowances” arrangenents.



In July 2004, four fornmer executives of USF were
charged for their participation in a schene to inflate USF s
reported results of operations.® The alleged schene involved the
artificial inflation of USF and Ahol d’ s earnings through the
i mproper recognition of over $800 million in fictitious
“pronotional allowances,” i.e., supposed rebates received from
USF's vendors. In furtherance of that scheme, as alleged in the
I ndictnent filed in July 2004, between 2000 and 2003 certain USF
executives fraudulently recorded approximately $800 million in
“pronotional allowances” as having been earned by USF from

various vendors when in fact those anpbunts had not been ear ned.

! USF's forner Chief Financial Oficer, MCHAEL J.
RESNI CK, and USF' s forner Chief Marketing O ficer and Executive
Vi ce President of Purchasing, MARK P. KAISER, are awaiting trial
on charges of (a) conspiracy to conmt securities fraud, to make
false statenments in filings with the United States Securities and
Exchange Conmission (“SEC’), and to falsify USF' s and Ahold’s
books and records; (b) securities fraud; and (c) making false
filings with the SEC

In July 2004, two other former USF executives pled
guilty to charges stemming fromtheir participation in this
schene to inflate earnings. USF s former Executive Vice
Presi dent of Purchasing, TIMOTHY J. LEE, pled guilty to charges
of (a) conspiracy to conmt securities fraud, to nake fal se
statenents in filings with the SEC, and to falsify USF s and
Ahol d’ s books and records; (b) securities fraud; and (c) making
fal se statements to a Governnent official. Fornmer USF Vice
Presi dent of Purchasing, WLLIAMF. CARTER, pled guilty to
charges of conspiracy to conmt securities fraud, and securities
fraud.



As a result, USF and Ahol d’ s earnings were fraudulently inflated
by a total of approximately $800 mllion from 2000 through 2003.

As alleged in the July 2004 Indictnment and the
Informations filed today, USF s forner executives obtained audit
confirmation letters fromindividuals who worked for the Vendors
that fal sely confirned, anmong other things, the fictitious
amounts of “pronotional allowances” booked by USF. The
i ndi vi dual s charged today have agreed to plead guilty to separate
| nf ormati ons chargi ng each of themw th conspiring wth USF s
executives to falsify USF' s and Ahol d’ s books and records by
signing and returning to auditors certain false audit
confirmation letters.

In addition, two of the individuals were also charged
today with participating in a separate schene to trade on inside
information relating to Ahold s March 2000 tender offer for al
of the outstanding shares of the common stock of USF (the “Ahold
Tender O fer”).

The Schene to Falsify Books and Records

According to the Informations, USF was one of the
United States’ |eading wholesale distributors of food and rel ated
products to custonmers such as restaurants and cafeterias. The
| nformati ons charge that USF typically purchased the products it
resold to its customers froma variety of suppliers at ful
price. However, the suppliers often refunded to USF a portion of
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the purchase prices in the formof negotiated rebates, known as
“pronotional allowances.” Pronotional allowances, according to
the Informations, reduced USF s cost of sales and thereby

i ncreased USF' s earni ngs.

According to the Informations, fromtine to tine
bet ween 2000 and 2003, USF s executives caused false entries to
be made in USF' s books that reflected inflated amounts of PA
i ncome earned during a fiscal year fromthe Vendors and infl ated
anounts owed to USF by the Vendors at year end. These entries,
it is alleged, were often inflated by mllions of dollars. The
I nformations all ege that USF executives then caused USF s outside
auditors to send confirmation letters containing these inflated
nunbers to each of the defendants. Such audit confirmation
letters are routinely used by outside auditors to obtain
confirmation, fromthird parties, of financial information
provi ded by conpany nanagenment. Audit confirmation letters
therefore play an inportant role in assuring that financial
i nformation reported by public conpanies is truthful and
accur at e.

Here, the Informations allege, year-end confirmation
letters were used by USF's outside auditors to verify the
“pronotional allowance” nunbers reflected on USF s books.
According to the Informations and the Indictrment filed in July

2000, in order to, anmong other things, prevent USF s outside
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auditors fromdi scovering that they had booked fictitious
“pronotional allowances,” certain USF executives induced each of
today’ s defendants to sign false audit confirmation letters. It
is further alleged that each of the defendants knew that the
amounts reflected on these confirmation letters were infl ated.
Nonet hel ess, each of today’s defendants all egedly signed one or
nore false confirmation letters and returned those letters to
USF' s outside auditors, thus falsely confirmng that the anmounts
refl ected on those letters were correct.

The Def endants

DEFENDANT' S NAME DEFENDANT’ S PCOSI TI ON AND COVPANY
AFFI LI ATI ON
MARK BAI LI N President, Ryner International
Seaf ood
KENNETH BOWVAN | ndependent contractor for

Total Food Sales, Inc. (a
broker for Ricel and Foods,
| nc. and Sander son Far ns,
Inc.)

TI MOTHY DALY Former Vice President of
Busi ness Devel opnent, M chael
Foods, Inc.

M CHAEL HANNI GAN Former Regi onal Sal es Manager,
Sugar Foods Corporation

PETER NMARI ON Omer and President, Maritine
Seaf ood Processors, Inc.

JOHN NETTLE For mer Account Manager,
General MI1ls, Inc.

GORDON REDGATE Owner and President, Conmodity

Managenent Inc. and Private
Label Distribution, Inc.




BRUCE ROBI NSON Forrmer Divisional Sales
Manager, Basic Anmerican Foods,
I nc.

M CHAEL ROGERS For mer Vice President of
Sal es, Tyson Foods, Inc.

The | nsider Trading And bstruction Schenes

In addition to the conspiracy to create fal se books and
records charges, the Informations filed against MARI ON and BAI LI N
charge each of themw th insider trading in connection with the
Ahol d Tender Ofer. The BAILIN and MARION I nformations all ege
that, prior to the conpletion of the Ahold Tender O fer, USF was
a public conmpany whose stock was traded on the New York Stock
Exchange. According to the MARION and BAILIN Informations,
acting on tips about the inpending Ahold Tender O fer, both
def endant s purchased USF stock in advance of the public
announcenent of the Ahold Tender O fer. Both BAILIN and MARI ON
sold their USF stock shortly after the public announcenent. As a
result, it is alleged that MARI ON and BAI LI N obtained illegal
profits of approximately $363,894.05, and $1, 144, 793. 75,
respectively.

In addition, MARION and BAILIN are each charged with
engaging in efforts to obstruct federal investigations of the

i nsider trading schene.? The Information agai nst MARI ON char ges

2 The MARION | nformati on supersedes an | ndictnent

unseal ed on July 27, 2004, charging himwth insider trading,
tender offer fraud, obstruction of justice, and making false
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himw th making fal se statenents to an SEC i nvesti gat or about
MARI ON' s deci sions to purchase USF stock. The Information
agai nst BAILIN charges himwi th perjury for falsely testifying
under oath in an SEC proceedi ng concerning the Ahold Tender
Ofer.

* * %

Al'l defendants voluntarily surrendered this norning.

BAILIN, 49, resides in Lisle, Illinois.

BOWAN, 58, resides in Dallas, Texas.

DALY, 44, resides in Spring, Texas.

HANNI GAN, 46, resides in Newtown Square, Pennsylvani a.
MARI ON, 57, resides in East Greenw ch, Rhode Island.
NETTLE, 45, resides in Bentonville, Arkansas.

REDGATE, 45, resides in Chatham New Jersey.

ROBI NSON, 53, resides in Marietta, Georgia.

ROGERS, 37, resides in Lakeland, Fl ori da.

M . KELLEY, a nenber of the President’s Corporate Fraud
Task Force, praised the efforts of the FBI and thanked the SEC
for its assistance in the investigation. M. Kelley stated:
“Today’ s charges should send a strong rem nder to conpani es and
executives across the country that it is not only a crinme to

falsify your own books, it is also a crinme to hel p other

statenents.



conpanies falsify their’s. Executives who succunb to pressure
fromcustoners or suppliers to engage in fraudul ent transactions
or sign fal se docunents designed to fraudul ently boost that
custoner or supplier’s financial results will be vigorously
prosecuted. Today, all across Anerica, auditors and public
conpani es are beginning the audit process for year-end 2004.

And, just as happened at USF, audit confirmation letters are
bei ng sent to customers, suppliers and other third parties. Both
auditors and the investors who depend on audited financi al
statenents are entitled to full and truthful response fromthird
parties. Those who do not respond fully and truthfully, or who
wWillfully turn a blind eye to protect a profitable business
relationship, will face the risk of crimnal prosecution and
conviction.”

Al so today, the SEC separately announced the filing of
civil charges against BAILIN, BOAWAN, DALY, HANNI GAN, NETTLE
REDGATE, ROBI NSON, and ROGERS. The SEC previously filed charges
agai nst MARI ON.

Assistant United States Attorney JAMES G CAVOLlI and
Speci al Assistant United States Attorney ALEX LIPVMAN are in
charge of the prosecution

The charges contained in the Infornations are nerely
accusations, and the defendants are presuned i nnocent unl ess and
until proven guilty.
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POTENTI AL _PENALTI ES

BOAWAN, DALY, HANNI GAN, NETTLE, REDGATE, ROBI NSON, and

ROGERS each face a maxi num t er m of

maxi mrum fi ne of $250, 000.

i mpri sonment of 5 years and a

BAILIN faces the followi ng maxi num penalties with

respect to each count charged in the BAILIN Information

COUNT( S) MAXI MUM TERM OF MAXI MUM FI NE
| MPRI SONMENT
One and Two: Fraud 10 years (each $1 million or twce

Fal si fy Books,
Recor ds, and
Accounts of Ahold

I n Connection Wth A |[count) the gross gain or

Tender O fer | oss resulting from
the crine

Three: Perjury 5 years $250, 000

Four: Conspiracy to 5 years $250, 000

At sent enci ng,

MARI ON faces the foll ow ng maxi num

penalties with respect to each count charged in the MARI ON

| nf or mati on:

Fraud I n Connection
Wth A Tender O fer
(I'nsi der Tradi ng)

count)

COUNT MAXI MUM TERM OF MAXI MUM FI NE
| MPRI SONIVENT
One through Six: 10 years (each $1 mllion or twce

t he gross gain or
| oss resulting from
the crine

Seven: Fraud In
Connection Wth A
Tender O fer

(Ti ppi ng)

10 years (each
count)

$1 million or twice
t he gross gain or

| oss resulting from
the crinme




Ei ght: Fal se

5 years $250, 000
Statenents to a
Government O ficia
Ni ne: Conspiracy to 5 years $250, 000

Fal si fy Books,
Records, and
Accounts of Ahold
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